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Key Economic Indicators 
(Values in US$ millions, taken at end-of-year, except where noted) 


Percent Change 
84/83 B/A 


Domestic Indicators 
GDP at 1970 prices 8362 4103 (4) 4241 (4) 
GDP at current prices 16090 16891 8634 (4) 7267 (4) 
Per capita GDP at 1970 prices 428 436 214 215 
Per capita GDP at current 

prices 868 880 450 369 
Population (in 000's) 18707 19198 19198 19697 
Industrial production index 

(1973=100.0) 84.7 87.3 82.0 (2) 88.8 (2) 
Electricity production 

(millions of KW) 10688 5199 =(4) 5915 (4) 


Finance/Fiscal 
December Lima consumer price 

index (1979=100.0) 1319. 2790.4 2299.8 (1) 6627.7 (1) 111.5 
December Money supply (M2 in 

billions of soles) 4758 9631 7501 (1) #19679 (1) 102.4 


Commercial bank deposit interest 

rates 60. 66.0 66.0 (1) 45.01) 10. 
Centrai Gov. Revenues 2287 1288 (4) 1297 (4) 16.0 0. 
Current Gov. Expenses 3706 1364 (4) 1285 (4) -3.0 -5. 


External Sector 
Official exchange rate (soles/ 

dollar) 1632 4248 (3) 13977 (3) 113.0 
International reserves held by 

financial system 856 1041 (1) 1028 (1) 29.2 
Total external debt 12442 13364 12867 (5) 13471 (5) 
Public sector external debt 

service 179] 2492 1246 (5) 1178 (5) 
Current account balance -872 -106 (4) -157 (4) -71.1 
Balance of trade 293 478 (4) 495 (4) 243.7 
Total exports (FOB) 3015 3147 1530 (4) 1453 (4) 

U.S. share (percent) 37. 34.5 N.A. N.A. 
Total imports (FOB) 2722 2140 1052 (4) 958 (4) 

U.S. share (percent) 38. 33.0 N.A. N.A. 


Notes: 


(1) September 
(2) January-May 
(3) October 

(4) January-June 
(5) June 


Source: Central Reserve Bank and other Government of Peru (GOP) agencies. 





OVERVIEW 


Peru returned to constitutional rule in 1980 following twelve years of 
military dictatorship. President Fernando Belaunde Terry was elected in 1980 
and completed a five-year term in July 1985. National elections took place in 
April 1985. The APRA candidate, Alan Garcia, did not obtain an absolute 
majority in the first round of elections, but the second leading vote 
recipient withdrew from the race and Garcia was declared the winner by the 
National Elections Board, and was sworn in July 28, 1985. 


Although beset by serious problems, the Belaunde administration had a number 
of important political achievements to its credit, including restoration of a 
genuinely free press, and the institutionalization of multi-party democracy in 
the country. Belaunde's hopes for significant growth under his administration 
were frustrated partly by factors outside of his control, the legacy inherited 
from the military regime proving to be particularly cumbersome. Large and 
inefficient government bureaucracies, extensive state control of basic 
industries, and reliance on Soviet bloc suppliers for military spare parts 
were some of the main problems. The democratic government was constrained by 
‘ basic structural limitations: a commodity based economy extremely vulnerable 
to fluctuations in international prices, high interest rates, declining flows 
of international capital, and a population afflicted by long-standing social 
and economic tensions. Belaunde also had to contend with force majeure. The 
devastating and profound climatic changes in 1983 caused by shifts in the "E] 
Nino" current brought floods to the north, and extended the drought in the 
south. This resulted in damages of a billion dollars in Peru's fragile 
infrastructure, housing, and productive capacity. The advent of significant 
rural and urban terrorist groups in the early 1980's has also impacted on the 
economy. 


The APRA administration headed by President Alan Garcia was sworn in on July 
28, 1985. The transition was the first democratic transfer of power through 
the electoral process in 40 years. In his inauguration speech the new 
President announced a six-month emergency economic program, which was modified 
by a second package of economic measures announced in early October, and a 10 
percent of exports limit on foreign debt service. These will be discussed in 
the corresponding sections within the report. President Garcia also announced 
sweeping reforms affecting government agencies, government enterprises, a 
drive against corruption and narcotics traffic, and much more. Garcia's 
principal objectives include the reactivation of Peru's economy, and the 
improvement in living standards of the poor, with particular emphasis on the 
rural poor. 


ECONOMIC PERFORMANCE BY SECTOR: 1985 


The Peruvian economy began recovery in 1984 after a 12 percent decline in 
1983. The recovery continued through the first two quarters of 1985, although 
output has not yet increased to 1982 levels. According to the Central 
Reserve Bank (BCR) per capita income (GDP) in 1985 has dropped to an estimated 
U.S. $867, roughly equivalent to per capita income levels of the mid 1960's. 
The GDP calculated by the BCR for the first two quarters of 1985 showed a 3.4 
percent increase in production over the same period for 1984. Production 
growth was strongest in the second quarter, 13.7 percent vis-a-vis the first 


aie 





quarter, though only an increase of 0.6 percent over the second quarter of 
1984. On the other hand, the first quarter of 1985 registered negative growth 
of 2.5 percent in relation to the fourth quarter of 1984, but a 6.6 percent 
increase over the first quarter of 1984. 


The Embassy forecasts an average GDP growth rate between 1.75-2.75 percent for 
the entire year. 


AGRICULTURE: Peru enjoyed another fairly good agricultural year in 1985, 
after the excellent agricultural performance of 1984. Output of the major 
crops, with the exception of rice, was at above average levels of previous 
years. Rice output declined in both acreage and yield terms as a result of 
credit problems, lack of irrigation water in some areas and a shift to cotton 
production in the north. A combination of better overall food production and 
sharp reductions in per capita consumption of major imported commodities such 


as wheat, vegetable oil and milk caused a significant reduction in food 
imports. 


The new government has declared that agricultural production will be given top 
priority. The chief problems of the agricultural sector are commonly 
identified as a need to provide better producer prices, more credit and 
improvements in the high cost food distribution system. A dilemma for 1986 
will be the balancing of the newly introduced consumer price controls and the 
need to provide incentives through higher producer prices. At present, for 
example, corn producers are upset about the low prices they are receiving 


resulting from the government's decision to control poultry and egg consumer 
prices at low levels. 


Thus far the new government has taken few concrete measures to foster 
increased agricultural production in 1986. The emphasis to date has been on 
improving rural conditions in the very poor southern mountain areas of the 
country. This will not significantly affect Peru's production of major crops, 
such as rice, sugar and cotton, which are grown in the coastal areas. 


FISHING: The fisheries sector continued to increase output in 1985, _ 
following improvement established in 1984. Both production and exports went 
up in the first half of 1985 compared to the same period the year before. The 
new Government hopes to be able to improve production even further in order to 
provide a low cost source of nutrition for the nation's poor. The government 
has re-opened at least six fish meal plants since taking office and intends to 
open more. These plants were closed during the "El Nino" disaster in 1982 and 
were not re-opened previously because market conditions did not justify 
increased production. Nevertheless, the Garcia Administration believes that 
it can sell large quantities of fish meal both in the domestic markets and 
abroad. The re-opened plants will also provide jobs in the factories 
themselves as well as for fishermen who will supply the plants. 


At the international level, the Garcia Administration has made it clear that 
Peru's resources will be used to benefit Peruvians. In that regard, President 
Garcia announced during his inauguration that "the days of foreign fishing 
companies enriching themselves in Peruvian waters have ended." With regard to 
the Soviet fishing company Sovryflot, all contracts and licenses to operate in 





Peruvian waters were cancelled by mid-November 1985, though there were talks 
to renew fishing contracts with Sovryflot for a period of four months while 
the government looks for ways to finance a domestic fleet of fishing vessels. 


MINING AND PETROLEUM 


Production of Peru's five principal minerals increased during the first six 
months of 1985 with respect to the same period in 1984. Copper increased by 5 
percent, lead and zinc bv 4 percent, silver by 6 percent and iron ore by 16.5 
percent. The increase was due mainly to fewer labor problems and, in the 
case of iron ore, also due to larger demands from Korea and Japan. In 
addition, the Banco Minero purchased 33,533 ounces of fine gold from placer 


gravels throughout the country, 19 percent less than the amount purchased in 
the first half of 1984. 


Although mineral production increased, exports 

during the same period decreased, both in volume--except copper and iron 
ore--and value. Mineral exports decreased by 16 percent in value, from $733 
million in the first half of 1984 to $613 million in the first half of 1985, 
reducing the mining sector's contribution to total export earnings from 48 
percent in 1984 to 37 percent in 1985. Lower prices for all metals, ranging 
between 5 percent (copper) to 31 percent (silver), were the main cause for the 
smaller contribution of the mining sector to export earnings. With the 
exception of iron ore--which did offset lower prices with a significantly 
larger tonnage (21 percent)--the value of all mineral exports decreased 
considerably. Gold and silver earnings decreased by as much as 47 and 46 
percent, due both to substantially less volume and lower prices. 


The issuance of silver certificates, approved in June 1985, slowed as 
government officials realized that the domestic sale of such certificates 
reduced export earnings and tax collection. The latter was adversely affected 
because the transfer of these certificates is tax free. 


In mid-May 1985, the Government modified regulations of the Gold Mine Law 
(22178) in an effort to make it more flexible and attractive to gold 
investors. Among other new provisions, reinvestment programs can now be 
submitted any time during the year and up to 60 days prior to the 
regularization period of income tax payments. Moreover, investment and/or 
reinvestment programs may include, among others, funds for obtaining new 
mineral rights, or rights over "cession" or "option" contracts; purchase of 
cargo and passenger vehicles, airplanes, or vessels; prospecting, exploration 
and development works for new reserves; acquisition of mechanized equipment to 
implement new methods; installation or expansion of beneficiation facilities 
and energy sources, whether thermal, hydro or geothermal; construction of 
access roads, airports or ports, etc. In addition, presentation of a series 
of documents such as market studies, technical aspects of operations, 
drawings, economic evaluation including financial analysis, etc. are no longer 
required to accompany the reinvestment programs. 


Peruvian crude oi] production during the first six months of 1985 reached 
191,612 barrels per day. (34.7 million bbls.), a 5.4 percent increase over 
the 181,600 bpd produced during the same period in 1984. The increase was due 
entirely to Petroperu and Belco achieving increases of 13.4 percent and 5.3 





percent, respectively. Petroperu, with a production of over 59,000 bpd, 
contributed 32.5 percent of total crude output, while Belco contributed 14.8 
percent, Occidental/Bridas 7 percent and Occidental almost 46 percent. Crude 
exports during the same period totalled 4.2 million barrels worth $107 
million. In addition, the value of by-products exported during the same 
period amounted to approximately $222 million. 


On August 27, 1985, the Peruvian Government rescinded oi] contracts with U.S. 
companies (Occidental Petroleum Co., Belco Petroleum Corp. and the Oxy/Bridas 
consortium). The Peruvian Government stated that it would negotiate new 
contracts with the firms within 90 days. It alleged misinterpretation and 
erroneous application of the Law establishing tax benefits for reinvestments 
in oi] exploration and operation activities. In February 1986, contracts with 
Occidental were still being discussed, though they were expected to be 
concluded successfully by mid-March. The Government of Peru took control of 
Belco's assets at the end of December 1985 and is negotiating with Belco ona 
compensation settlement. 


MANUFACTURING 


Manufacturing output increased by 2.5 percent in 1984 vis-a-vis 1983, led by 
fishmeal (124 percent), sugar (35 percent), and other fisheries products that 
include canned, frozen and dry and salted fish (146 percent). The increase in 
fisheries products is due to the fact that in 1984 Soviet factory vessels 
started operations in Peruvian waters. (Fish production of Soviet vessels 


operating outside the 200 mile fishing boundary is not included in Peruvian 
data). 


In the first half of 1985, production ran ahead of the corresponding period of 


1984, although output declined in the second quarter. Preliminary data 
suggests that retail sales of manufactured goods and production declined 
during the third quarter, more than was to be expected solely on the basis of 
seasonality. This is believed to be a temporary result of the combined effect 
of a price freeze and 45 percent nominal interest rates leading to a major 
reduction in inventories. Depleted stocks, the GOP's fiscal initiative of 
October 5 (see section on fiscal policy), and spending for the Christmas 


holidays may pull the manufacturing sector out of its apparent third quarter 
slump. 


CONSTRUCTION 


Construction activity increased 1.5 percent in 1984 over 1983. Throughout the 
first half of 1985 gross output of the construction industry was off by 7.3 
percent relative to 1984. During July and August the construction index 
compiled by the Central Reserve Bank sank to 84.3 (1979 equals 100), a 
downturn of 26 percent in relation to the same two months of a year ago. 
Preliminary returns for the third quarter suggest that the performance of the 
construction sector in 1985 could fall short of that of the crisis year of 
1983. Both industrial and residential construction are depressed while 


government public works expenditures have been reduced as a result of fiscal 
austerity. 





LABOR: EMPLOYMENT AND WAGES 


While the economically active population (EAP) has continued increasing at an 
accelerated pace over the last five years, the rate of unemployment rose from 
7.0 percent in 1980 to 10.9 percent in 1984. The underemployment rate also 
rose from 51.2 percent to 54.2 percent over the same period. In addition to 
sluggish economic activity, capital intensive public and private sector 
investment emphasizing capital intensive projects is partially responsible for 
the negative employment trends over the last few years. 


During his July 28 inaugural address, President Garcia announced sponsorship 
by the executive branch of a proposal for a labor stability law, designed to 
reduce from the present three years to three months the period after which 
workers would receive virtual job "tenure" (stability). Such a law would make 
it extremely difficult for the employers to fire workers once they have 
crossed the three-month threshold. The draft submitted to Congress by the 
executive countenanced the firing of workers for just causes: either as a 
result of commission of "serious wrongdoing" (falta grave), or due to 
“exceptional situations rooted in economic, technical or force majeure 
causes." The bill is in the hands of a Congressional Committee for final 
drafting, and awaiting full Congressional discussion for eventual enactment 
into law. The existing Labor Stability Law is often cited as a major obstacle 
to employment expansion in the formal economy. 


Announcement of the labor stability proposal reportedly sparked a recent wave 
of firings by some employers apparently bent on dodging the three-month 
requirement before it becomes a law. Legislators are therefore considering 
making the proposed law retroactive to July 28, which would, theoretically, 
force employers to reinstate workers fired after the bill was announced. 


Enactment of a three-month labor stability bill may have a short-term chilling 
effect on the overall investment climate, and act as a disincentive to longer 
term investment. As would-be employers once again shy away from granting 
long-term employment under the proposed legislation, the likelihood of even 
fewer new jobs becoming available to workers also looms on the horizon. A 
strong disinclination to hire workers, especially by capital-intensive 
industries, may also become apparent. 


PRICES AND DEVALUATION 


Inflation, measured by the consumer Price Index for the Lima Metropolitan 
area, rose by 111.5 percent in 1984 over the preceding year. Prices rose 
181.2 percent in the one year from October 1984 to October 1985. Monthly 
price increases have been less than 3.5 percent or below since September 1985, 
as a result of a comprehensive price freeze instituted by the GOP since July 


28, and a fixed exchange rate, policy discussed in greater detail in the 
section on Monetary Policy. 


BALANCE OF PAYMENTS 


The combination of declining commodity prices and increasing debt service 
obligations have produced a continuous balance of payments crisis since 1983. 
Prices for traditional mineral exports continue to decline and restricted 





entry to foreign markets limits the growth of exports of Peru's manufactured 
goods. Interest payments on foreign debt are coming due faster than the GOP 
can afford to deal with them, and no significant inflow of new foreign direct 
investment occurred in 1984 or during the first three quarters of 1985. 


The current account balance (I) recovered in 1984 to minus $252 million from 
its $872 million deficit of 1983, primarily as a result of a substantial 
reduction in merchandise imports, which decreased from $2,722 million in 1983 
to only $2,140 million in 1984. Reductions occurred in all categories of 
imports but were particularly pronounced in “others and adjustments--public 
sector," which includes military purchases. Food imports declined by $133 
million between 1983 and 1984 reflecting higher agricultural output in 1984. 
For 1985, the current account balance is projected to recover again to minus 
$187.5 million from its $252 million deficit of 1984, as a result of a further 
reduction in imports to $1,924 million forecast for 1985. 


On the export side, merchandise exports recovered by only $132 million in 1984 
from their sharply reduced levels of 1983. Volume recoveries in fishmeal, 
sugar, copper, and petroleum were largely offset by further price declines in 
copper, gold, silver, and lead. Non-traditional exports recovered in 1984 to 
$726 million from $555 million in 1983. They are forecast to increase to $770 
million in 1985 primarily due to recent agreements to pay off debts to 
socialist countries in kind. Export earnings are expected to decline to 
$3,037.3 million for 1985 as a result of lower prices for several commodities, 
e.g. fishmeal, cotton, gold, zinc, and oil. 


The capital account became increasingly disorderly in 1984 as a result of 
accumulating arrearages on public external debt service payments. Long term 
capital (II) deteriorated from $1,384 million in 1983 to $1,233 million in 


1984, despite the recording of $368 million of debt service arrearages as 
capital inflow. The large improvement in the basic balance resulting from the 
trade surplus and debt arrearages was largely offset by a $735 million 
short-term capital outflow which primarily reflects the running down of 
short-term trade lines. Preliminary data for 1985 show a nominal $29 million 
balance of payments surplus produced primarily by current debt service 
arrearages of more than $1 billion. 


FISCAL POLICY 


The GOP's policy of expansion adopted on the basis of the 1979-80 boom in 
world mineral prices, came to halt by 1983. Continued high government 
expenditures became untenable, and the GOP economic team, headed by former 
commercial banker Carlos Rodriguez Pastor, was forced to adopt drastic 
measures in the face of deteriorating balance of payments, declining revenues, 
and skeptical world capital markets. Attempts to cut current expenditures 
were frustrated by the need for disaster relief resulting from flooding and 
drought caused by the "El NiJo" current. Although current and capital 
expenditures of the Central Government dropped 14.2 percent in real terms, 
revenues tumbled 37.6 percent. 


In April 1984, the GOP reached a short-lived agreement with the IMF for a 15 
month Stand-by Program to replace the 1982 Extended Fund Facility (EFF). The 
EFF had succumbed to the late 1983 fiscal disorder and the Stand-by Program 





fell victim to further disorder prompted by public sector wage increases and 

GOP pressures. The key feature of the 1984 agreement was a drastic reduction 
of the public sector deficit from 1983's 12 percent of GDP to 4.1 percent in 

1984. In the end, the deficit for 1984 was approximately 6.2 percent. 


In the first quarter of 1985, Minister of Economy and Finance, Guillermo 
Garrido Lecca, implemented several fiscal measures in order to increase 
Government revenues and reduce expenditures. These were: (1) gradually (over 
a seven-month period) increase the price of gasoline (84 octane) to $1.25 per 
gallon at the official exchange rate; (2) inflation-induced reductions 
inpublic sector wages and salaries and in military and police spending; (3) 
slowing public sector investment; (4) improved income and other tax 
collections even though the price of gasoline had not yet reached its 
statutory maximum by July. 


These measures improved government revenues and gave the incoming 
administration more room to maneuver than would have been the case had these 
measures not been implemented. On July 28, President Garcia announced several 
measures which had an impact on GOP revenues and expenses: (1) increased the 
price of gasoline to $1.25 per gallon; (2) raised the telephone and 
electricity rates as well as prices of most agricultural commodities sold by 
state marketing agencies; (3) increased public employee salaries by 15 percent 
and teacher salaries by 22 percent; (4) increased the minimum wage by 50 
percent and raised wages for non-unionized workers. Petroleum taxes now 
account for about 25 percent of all central government revenues, and are the 
GOP's largest single source of revenue. 


Subsequently, on October 5, President Garcia announced a blend of demand and 
supply side economic measures designed to stimulate economic recovery. In 


addition as a financing measure, the Government ordered the mandatory purchase 
of development bonds by large mining companies, financial institutions, and 


insurance companies in an amount equal to 40 percent of the firm's reported 
profits in 1984. 


MONETARY POLICY 


Up until recently monetary policy has been designed to take account of several 
factors: (1) the GOP's desire to internally finance a large public-sector 
deficit; (2) concern over the balance of payments and the need to limit 
reserve losses; (3) the availability of financing from external capital 
markets; and, (4) the need to hold down inflation. 


Monetary policy was relatively tight during the first half of 1984. Soles 
currency and deposits increased by only 28.4 percent, while consumer prices 
increased 46.6 percent. It loosened somewhat in the second half until 
December 15, when the Central Bank increased the marginal reserve requirement 
from 15 percent to 50 percent. In the second half of 1984 soles currency and 
deposits rose by 59.6 percent while prices increased by 43.2 percent. 


Likewise during the first two quarters of 1985 the Central Reserve Bank (BCR) 
followed a relatively tight monetary policy leading to a credit crunch of 
significant proportions. Throughout this period, total liquidity (all 
components of the money supply) decreased by 22 percent in real terms from 





January to July. The BCR subsequently increased the money supply, about two 
percent in real terms from August through October. Increased liquidity at 
lower rates of interest has come to the rescue of business in dire need of 
funds at a crucial time. 


The APRA administration adopted a series of economic measures in the monetary 
area (on July 28 and thereafter): (1) devaluing the sol in the official 
exchange market by 12 percent, to 13,908 soles per U.S. dollar; (2) freezing 
all foreign exchange denominated deposits and certificates for 90 days, but 
permitting withdrawals paid in soles at the official buying rate plus three 
percent; (3) dollars freed by this transaction be sold to the BCR; (4) 
establishing a legal, private, foreign exchange market whose rate of exchange 
has stood 22 percent above the official rate as the BCR buys excess dollars 
from commercial banks at the end of each business day at up to S/.17,500; (5) 
reducing maximum nominal interest rates on loans from 280 percent (prior to 
July 28) to 110 percent and later to 75 percent, and also reducing interest 
rates on savings; and, (6) eliminating the eight percent tax on loans. The 
GOP adopted these measures, in conjunction with others described in other 
sections, aimed at reducing the rate of inflation, balancing external 
accounts, and eliminating continued dollarization of the economy in the short 


run, and limiting debt service payment to 10 percent of the value of 
merchandise exports. 


An important monetary development in recent years has been the increasing 
"dollarization" of the Peruvian financial system. The proportion of financial 
system deposits held in dollar denominated accounts grew to almost 65 percent 
in 1984. The primary reason for this expansion was the negative real interest 
rates paid on sol denominated deposits, while dollar deposits earn positive 
rates tied to LIBOR. In late 1984 and early 1985 the BCR attempted to narrow 
these yield differences in order to reduce the share of dollar deposits in the 
financial system. These measures did not have much of an impact because 
dollar denominated certificates of deposits (CDS) continued to rise from 
$1,656 million in December 1984 to $1,681 in March 1985. Political 
uncertainty gave rise to capital flight in the following months. Deposits in 


CDS declined from the March peak to $1,475 million in June 1985 and $1,313 
million in July. 


After the GOP announced a temporary 90-day freeze of CDS, which was later 
extended to April 30, 1986, some depositors decided to cash in their CDS for 
soles at a 20 percent loss. Thus, deposits in CDS dropped by over $200 


million from july to the end of October when depositors held almost $1,100 
million. 


TRADE POLICY 


A protectionist trend, inspired by continued low economic performance and the 
GOP's inability to service its foreign debt, became evident during the last 
six months of 1984. Import licensing was selectively required for a few 
products earlier in the year and, in December, the GOP banned the importation 
of a group of "luxury" consumer products. Upon taking office, the Garcia 
Administration further restricted imports by requiring import licensing for an 
increased number of products and prohibiting the import of even more 





non-essential goods. Tariffs, which had been reduced in 1981 to a maximum 60 
percent, have begun an upward trend again. The Garcia Administration intends 
to protect a number of local industries threatened by imports. 


By the time reports of the United States' bank regulators alleged decision to 
declare GOP debt value impaired reached Peru, foreign commercial banks had 
already begun to reduce the availability of trade credit lines. This was 
largely the result of the Government's increasing arrearages on outstanding 
debt. Local importers have experienced some difficulty in obtaining letters 
of credit. Nevertheless, it is probable that the local banking system will be 
able to provide limited trade financing extent in 1986. 


DIRECT FOREIGN INVESTMENT 


Direct foreign investment in Peru is subject to the provisions of Decision 24 
to the Andean Pact, also Known as the Treaty of Cartagena. This restricts 
repatriation of profits, the devolution of ownership to citizens of Pact 
member countries, and the terms of dispute arbitration. In practice, the 
rules of Decision 24 are applied loosely in Peru. Other perceived constraints 
to foreign investment in Peru are political instability, Peruvian labor law 
virtually prohibiting firings and layoffs, and foreign exchange risks. 


The United States Overseas Private Investment Corporation, OPIC, concluded 
agreements with Ecuador in 1984 and with Colombia in 1985. An agreement is 
expected to be signed with Bolivia before the end of 1985. All of these 
countries are Andean Pact members and these agreements may pave the way for an 
agreement with Peru. Such an agreement would eliminate a major stumbling 


block to foreign investment in the country by providing for "political risk" 
insurance. 


The GOP decision to cancel contracts with foreign oi! companies has affected 
Peru's foreign investment climate. Many potential investors may postpone 
investment decisions in Peru until the GOP can show a proven track record on 
the treatment of foreign investment. Many officials of the GOP recognize the 
need to promote foreign investment as a means to introduce foreign capital 
into the economy without increasing foreign debt. At the same time though, 
the Garcia Adminstration will insist that investors subordinate their 
interests to those of Peru. 














